International 
Market Information 
Series 


| 


owl 


Foreign Economic Trends 
and Their Implications 
for the United States 


MoROCcCO 


APRIL 1980 
FREQUENCY : SEMI ANNUAL 
SUPERSEDES: 79-108 


PREPARED BY: 
AMERICAN EMBASSY 
RABAT 


if’ ss oa - * 
/ ” 
* 
o + 5 ~ 
< 
: f 

‘s, f 

are oe ens or” 


Prepared by the U.S. Foreign Service, 

U.S. Department of State, and released by the 
U.S. Department of Commerce 

International Trade Administration 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual sub- 
scription, $50. Foreign mailing, $12.50 additional. Single copies, 50 cent, available from Publications Sales 
Branch, Room 1617, U.S. Department of Commerce, Washington D.C. 20230. 





2 


KEY ECONOMIC INDICATORS 


All values in millions of Dirhams 


ITEM 


GNP (Current prices) 
GNP (1969 prices) 
Per capita GNP 
Fixed investments 
Value construction authorizations 
Agricultural production (Current prices) 
Energy imports 
Energy imports as % of consumption 
Industrial production index (1969 = 100) 
Value phosphate rock exports 
Value phosphate derivative exports 
End of year GOM cost of living index 
(May 1972/73 = 100) 
Rate of Inflation 


GOVERNMENT, FINANCE 


Consolidated ordinary revenue 
Ordinary expenditures 

of which Debt service 

Debt service as % of exports 

Debt service as % of exports and 

transfer payments 

Outstanding external debt 
Investment expenditures 
Overall deficit 

of which externally financed 
Money supply 
BALANCE OF PAYMENTS 


Net gold/exchange reserves 
Balance of payments 
Current Account 
Balance of trade 
Exports F.0.B. 
(U.S. share %) 
Imports C.I.F. 
(U.S. share %) 
Net transfer payments 
of which workers' remittances 
Net capital movements 
of which net public sector loans 


MAIN IMPORTS FROM U.S. - 1979 


19781/ 


53,450 
30, 360 
2,828 
13,400 
1,950 
9,368 
1,708 
80% 

171 
2,034 
403 


183 
9.7% 


11,192 
10,873 
2,065 
33% 


22% 
21, 339 
6,600 
6,281 
2,853 
20,639 


1,779 
26 
5,600 
6,100 
6,261 
2.8% 
12,361 
8.4% 
3,118 
3,063 
5,592 
5,703 


19792/ 


59,680 
31,271 
3,141 
14,000 
2,013 
9,500 
2,664 

80% 
177 
2,000 
422 


198 
8.3% 


13,318 

13,374 

2,200 
30.5% 


20% 
23,864 
6,200 
6,256 
3,503 


% change 19803/ 


66,250 
32,209 
3,200 
15,000 
2,200 
9,600 
3,325 
80% 

184 
2,300 
445 


218 
10% 


15,300 
15,100 
2,500 
29% 


19% 
23,000 
6,700 

- 6,500 
3,250 
26, 350 


0 1,600 
B.0 - 500 
6.0 - 4,300 
5 
5 


8 
1 


- 7,800 
15. 8,700 
~ i 
10.0 16,500 
a 8% 
23.0 4,500 
23.0 4,350 
25.0 5,200 
25.0 5,100 


Grain; Aircraft; Automobile parts; Trucks; Cotton; Machinery; Scientific Instruments; 


Tallow; Oil seeds and products; Tobacco 


17 Actual; 2/ Preliminary; 3/ Forecast 
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KEY ECONOMIC INDICATORS 
All values. in million US$ Exchange Rates: 1980 - DH 3.8 
1979 - DH 3.9 
1978 - DH 4.0 


ITEM 19781/ 19792/ % change 19803/ 
78/79 


GNP (Current prices) 13, 363 15,303 
GNP (1969 prices) 7,590 8,018 
Per capita GNP 707 805 
Fixed investments 3,350 3,590 
Value construction authorizations 488 516 
Agricultural production (Current prices) 2,342 2,436 
Energy imports 427 683 
Energy imports as % of consumption 80% 80% 
Industrial production index (1969 = 100) 171 177 
Value phosphate rock exports 509 513 
Value phosphate derivative exports 101 108 
End of year GOM cost of living index 

(May 1972/73 = 100) 183 198 

Rate of inflation 9.7% 8.3% 


GOVERNMENT, FINANCE 


Consolidated ordinary revenue 2,798 3,415 
Ordinary expenditures 2,718 3,429 
of which Debt service 516 564 
Debt service as % of exports 33% 30.5% 
Debt service as % of exports and 
transfer payments 22% 20% 
Outstanding external debt 5,335 6,119 
Investment expenditures 1,650 1,590 
Overall deficit 1,570 1,604 
of which externally financed 713 898 
Money supply 5,160 


BALANCE OF PAYMENTS 


Net gold/exchange reserves 455 
Balance of payments 6.5 
Current Account 1,400 
Balance of Trade 1,525 
Exports F.0.B. 1,565 
(U.S. share %) 2.8% 
Imports C.I.F. 3,090 
(U.S. share %) 8.4% 
Net transfer payments 780 
of which workers' remittances 766 
Net capital movements 1,398 1,070 23.0 
of which net public sector loans 1,426 1,096 24.0 


MAIN IMPORTS FROM U.S. - 1979 


Grain; Aircraft; Automobile parts; Trucks; Cotton; Machinery; Scientific Instruments; 
Tallow; Oil seeds and products; Tobacco 
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SUMMARY 


In 1979, Morocco experienced the second year of a planned three- 

year period of austerity, and the implications of restrictive economic 
policies continued to bother the modern industrialized sector. Govern- 
ment economic policymakers hope that another year of restrictive measures 
will allow the econmy to resume the more dynamic pace of development 
considered essential for long-range growth and social peace. But many 
Moroccans are not optimistic that 1980 will be the last of the difficult 
years. Morocco faces many uncertainties--externally due to the high 
price of energy; price increases for imports while major export prices 
stagnate; the possibility of recession and attendant protectionism in 
developed country markets; the unknown consequences of EC expansion; 

and internally, problems due to declining agricultural productivity 

per capita, high population growth, dependence on foreign capital, 

and the constant economic drain attributed to the conflict with the 
Polisario in the Western Sahara. 


Over the longer term, Morocco has considerable resources, especially 
in phosphates and other minerals; potential for considerably higher 
agricultural productivity, and a substantial infrastructure on which 
to base economic growth. By 1982, Morocco may be able to resume steady 
and balanced economic growth, benefitting from improved phosphate prices, 
production and processing of products in the agricultural sector, 
and, it is hoped, some exploitation of domestic energy sources. * 
Opportunities for U.S. exporters remain strongest in the high priority 
sectors of the Moroccan economy such as mining, where U.S. equipment 
enjoys a high reputation. Morocco's increasingly serious search for 
energy resources offers a number of opportunities for American firms 
in fields such as oil prospecti exploitation of oil shale resources, 
solar energy, and the extraction of uranium from phosphates. The 
Government of Morocco (GOM) is also eager to encourage American invest- 
ment in Morocco, and has Investment Codes which offer tax and other 
incentives to firms investing in priority sectors of the Moroccan 
economy. 


Because of the dollar's substantial decline against the dirham during the 
past few years, the standard Key Indicator tables are presented in dollars 
and dirhams. Throughout the text, these conversion rates are used: 
1977--$1=DH4.5; 1978--$1=DH4.0; 1979--$1=DH3.9; 1980--$1=DH3.8. Distortions 
are inevitable and especially apparent when comparing percentages in dollars 
and dirhams. 





CURRENT ECONOMIC SITUATION AND TRENDS 


The Setting 


Moroccan economic planners have based their strategy on a capital 
intensive development program, emphasizing infrastructure, dams and 
irrigation, the mining sector, and import substitution and export 
industries. Under the ambitious 1973-77 Five Year Plan, the economy 
progressed in these key areas, as GDP grew close to 7 percent annually. 
However, structural weaknesses, falling phosphate prices, and a weaker 
world economy contributed to serious economic and financial problems 
by the end of 1977. Faced with an increasing trade deficit, heavy 
external debt burden, and large budget deficits, the GOM acted force- 
fully in 1978 to restore balance to the economy. A first key decision 
implementing the new policy was a sharply lower (31 percent) investment 
budget for 1978. In June of that year, the GOM replaced the 1978-82 
Five Year Plan with an interim Three Year Plan, labelled a plan of 
austerity and transition; instituted a six-month prior import deposit 
scheme; restricted many imports, either through prohibitions or 
licensing; and slowed the growth of credit to the private sector. 


At the end of 1978, the government was mildly encouraged by the economy's 
response to the restrictive policies. Helped by a more normal harvest, 
real GDP grew over 3 percent. aan a major aim of the restrictive 


program, the trade deficit dropped from $1.89 billion in 1977 to $1.53 
billion in 1978. Worker remittance and tourist receipts also improved, 
and foreign borrowing was down, from $1.49 billion in 1977 to $1.37 
billion in 1978. However, restrictive measures caused serious distor- 
tions in certain sectors, particularly construction, automobile assembly, 
and importing firms, which suffered from both cutbacks in the investment 
budget and imposition of import restrictions. Tight credit and a 25 per- 
cent prior import deposit obligation hit small and medium size firms 
especially hard. Continuing delays in government payments caused a 
chain reaction of credit crises. The high debt service ratio--over 

20 percent when considered as a percentage of exports and worker re- 
mittances--continued to worry Morocco's conservative economic managers. 


The Economy in 1979 


The year 1979 was the second year of Morocco's Three Year Plan of 
austerity and sacrifice. The problems of the economy--energy costs, 
agricultural imports--grew more severe, so the more strenuous efforts 

to improve the country's external position resulted in little more than 
an avoidance of further deterioration (not an insignificant achievement). 





At the end of the year there were few signs to indicate that a revitali- 
zation of the economy could be expected by the end of the current plan 
when "austerity" is officially due to end. Production stagnated, invest- 
ment decreased, business grumbled, and the external trade deficit continued 
at an uncomfortable level. Under the government's "selective austerity" 
budget, national defense and the social sector received the largest 
resource allocations,, but problems in both these areas remain difficult. 


In 1979, GDP grew about 3 percent, contrasting sharply with annual growth 
averaging close to 7 percent for the 1973-77 period. Lower cereals pro- 
duction is blamed for slow growth rates. Also many parts of the industrial 
sector continue to suffer from cutbacks in government spending and import 
restrictions. Inflation in 1979 declined slightly to 8.3 percent, helped in 
part by government subsidies on some staple goods. 


Investment in the industrial sector, which fell in 1978, continued to 
decline in 1979. Statistics for the first half of the year show a 28 per- 
cent drop over the previous year Gi million vs. $156 million) and a_more 
than 50 percent drop compared to the same period in 1977 ($222 million) .* 
The decline in investment is mainly due to the government's deliberate 
decision to limit its participation in all but the most essential projects, 
coupled with the inability or unwillingness of the private sector to 
generate compensating funds. State participation in industry was $72 
million in 1977. For the past two years, it has been $8.5 millior 

and $3.8 million. Private investment declined less dramatically: using 
statistics for the first half of each year, private investment was $150 
million in 1977, $148 million in 1978, and $115 million in 1979. Private 
sector caution can be traced to a number of factors: the slowdown in 
government contracts; worldwide economic difficulties, especially uncer- 
tainty about the European market; sluggish domestic demand; tight credit; 
and general unease over the war in the Sahara. 


Import restrictions instituted in the summer of 1978 led initially to 
an encouraging reduction in that year's trade deficit ($1.53 billion 
vs. $1.89 billion in 1977). The 1979 figures proved more discouraging 
as the deficit increased slightly to $1.64 billion. While exports 
increased by a respectable 15 percent, not an inconsiderable achieve- 
ment given worldwide conditions, imports also went up--by more than 
10 percent. Indeed, one can speculate that Morocco's external trade 
position would have improved considerably had the cost of energy not 
ruined the import side. Mit 


But in reality imports increased significantly, due of course to higher 
petroleum costs, with heavy wheat imports a contributing factor. Sta- 
tistics for the first 10 months of 1979 show a 53 percent increase in 


*Because of the different exchange rates used to convert dirhams to dollars, 

the percentages presented do not match the dollar figures. These percentages 
reflect the actual amounts in dirhams and are used to give the reader a more 

realistic picture of proportional amounts involved. 





the cost of energy imports, which now account for 25 percent of 
Morocco's total imports. In a development that is symbolically 
upsetting for Moroccan officials, the cost of energy has now 
surpassed revenue from phosphates, a principal resource of the 
country. 


A mediocre harvest in 1978 led to a slightly reduced volume of wheat 
imports, about 104 million tons in 1979 at a cost of $231 million (vs. 
$214 million in 1978). Overall agricultural imports are projected up 
16 percent to $795 million. The only categories showing declines 

in imports were consumer goods, down 4.6 percent; and equipment and 
machinery, down 1.2 percent. 


On the export side, revenues generated from phosphate rock exports 
were disappointing, with 1979 export receipts declining slightly, 
despite respectable increases in volume, a situation resulting 
primarily from a further decline in the dollar exchange rate against 
the dirham. In early January 1980, Morocco increased its average 
price from slightly over $30/ton where it has hovered for several 
years to about $37/ton (excluding freight), offering the hope of 
improved foreign exchange rate earnings from this key export item 
in 1980 and beyond. Phosphoric acid exports increased 5 percent. 
Other significant improvements were registered in lead (up 74 per- 
cent) and cobalt (up 140 percent). Agricultural exports rose 18 per- 


cent, based on preliminary figures, to a projected $666 million. 
Citrus accounted for about one-half of the total. Fresh vegetable 
exports were up, but preserved fruit and vegetable exports declined. 


Morocco's other important foreign exchange earners, tourism and 
foreign worker remittances, continued to increase. Receipts from 
tourism were up 8.5 percent to $461 million despite midyear dismay 
at decreased arrivals. It is believed that summer visitors were 
temporarily discouraged by political problems in Spain, a favorite 
transit point, but the problem was, luckily, shortlived. Worker 
remittances, always a crucial source of foreign exchange, increased 
23 percent to a record $966 million. About 500,000 Moroccans work 
in Europe, largely in France, Benelux and West Germany. 


Government budgets for the past few years have included increases 

in direct taxes and customs duties. Additional tax measures imposed 
in June 1979 included a progressive national solidarity tax on incomes 
over $25,000 and increased taxes on most services. (The national 
solidarity tax, introduced as a temporary measure, was made permanent 
in the 1980 budget presentation.) Revenues for 1979 thereby increased 
20 percent, while ordinary expenditures and debt servicing increased 
23 percent, resulting in an overall deficit of $160.4 million. 





On the monetary side, the government's major concern has been the 
sizable external debt and the considerable fluctuation in exchange 
reserves. By the end of September, reserves equalled only one 
month's imports. At the end of December, reserves were $426 million, 
an improvement over the autum months, but down from $456 million 
at the beginning of the year. Financial advisors are encouraged 
that the GOM was able to lower its debt service ratio somewhat 
in 1979, by contracting fewer loans and restructuring the debt to 
include more long-term loans. Debt service payments amounted to 
about $564 million in 1979, which is 31 percent of exports but a 
less discouraging 20 percent when considered as a percentage of 
exports and transfer payments. The ratio is expected to remain 
at about this level for the near future. and decline considerably 
by 1982. 


The Moroccan business commmity has naturally had to bear the brunt 
of the government's trade restrictive and growth limiting policies, 
and with characteristic energy, complains that they are stifling the 
country's economic potential and preventing the development necessary 
to maintain social peace. To be sure, most industries continued to 
be hurt during 1979 by higher raw material and energy costs; higher 
salaries (the minimm wage increased in May); inappropriate import 
restrictions, which caused shortages of intermediate goods, packaging 
materials, etc.; a 25 percent six month import deposit scheme applied 
to almost all categories of imports; and slow payments and drastic- 
ally decreased government contracts. 


Affected most by government austerity policies have been the public 
works and construction sectors, automobile assembly, metallurgy, and 
import firms. Companies dependent on the domestic market are stagnating, 
and these sectors consider their future to be dependent on government 
willingness to underwrite major projects once again. Certain types 

of manufacturing, for example, consumer and household goods, may gain 
from the import restrictions, but the industrial sector as a whole 
expresses frequent discontent at policies they consider to have 
dangerous implications for long run growth. 


But the economic picture is not completely cheerless, especially in 
those areas of the economy where the government is a major or signifi- 
cant force. Even during this austerity period, for example, construc- 
tion has continued on major dam and irrigation projects already under- 
way; exploitation and expansion of mines; highway construction, including 
a Rabat-Casablanca autoroute; and expansion and construction of ports 
such as Mohammedia (with Italian help), Jorf Lasfar, the phosphate 

port, and Nador, constructed by the Romanians. The Nador steel complex, 
originally planned as a major and comprehensive steel-making facility, 





has been revived after several dormant years. At the end of 1979, 
the GOM announced its decision to move ahead with a rod mill of 
360,000 tons to be operational in 1983. However limited this first 
plant might be, it will give an important boost to the economy in 
the North. The reactivation has already given a psychological boost 
to business and government planners. 


1980 and Beyond 


The 1980 budget reflects cautious government policies toward resource 
allocation which take into account the need to address social problems 
and a serious national defense effort. Underlying the new budget 
figures appears to be a realistic appraisal of funding possibilities 
in view of continuing economic and financial restraints. With this 
budget, the GOM is preparing the economy for a return to a more 
intensive development program in the early 1980's. The 1980 budget 
projects a 10 percent increase over the austerity budget of 1979, 

and like the 1979 budget, again grants the largest individual alloca- 
tions to the national defense and education sectors. 


Moroccans began the 1980's with an unpleasant surprise, the increase 
in gasoline prices to around $3.35/gallon. This increase highlights 
a major problem of the Moroccan economy, one shared with the U.S. and 
a.number of other countries--an increasingly. expensive ce on. 


imported fuels. For the immediate future, there is no end in sight 
for costly imports, but the GOM plans to develop its internal energy 
resources on a number of fronts. It hopes to increase exploitation 
of coal, hydropower, and renewable energy; to discover petroleum off 
the Atlantic Coast and in the Rif Mountains; to exploit its considerr 
able shale oil deposits in-cooperation with both the Soviet Union for 
direct combustion applications and Occidental Petroleum using its 
patented in-situ process; and to extract uranium from phosphoric acid. 
American firms are actively involved in the energy sector and Morocco's 
preoccupation with energy ensures that many opportunities will develop 
for U.S. firms offering innovative technology in this field. 


A second major uncertainty for Morocco is the effect that expansion 
of the European Commmity will have on Moroccan trade. Since over 
50 percent of Morocco's trade is with the EC, the accession of Greece 
and Spain, with their similar agricultural products, will have a 
serious effect on Morocco's key agricultural exports, unless the EC 
is ready to extend specific relief measures. Morocco is now seeking 
to diversify its markets, and is paying particular attention to 
Eastern Europe, Africa and the Arab countries. Despite dissimilar 
political inclinations, a major economic partner of Morocco is the 
Sgviet Union, which has both supplies and demands that complement 
the Moroccan economy. 
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The conflict with Algerian supported Polisario guerrillas in the 
former Spanish Sahara is a third major problem for Morocco. A 
military solution seems unlikely and the outlook for a political 
compromise is uncertain. The war, directly and indirectly, is a 
serious drain on the economy, and the attendant uncertainty about 
the future hurts the business and investment climate. 


The GOM has begun preparation of the next plan, which will probably 
cover 1981-83. As in the current plan, funds for investment will be 
allocated on a selective basis. As financial and economic restrictions 
ease in the early 1980's, planners will concentrate on capital and infra- 
structure development, based on Morocco's traditional engine of growth, 
mining, especially phosphates and phosphoric acid processing. Major 
phosphate operations will continue to expand at Benguerir. Safi, Jorf 
Lasfar, and Sidi Hajjaj. Given a growing world demand for phosphates, 
work on the Meskala project should also continue, probably with Soviet 
cooperation. Internal policies will encourage import substitution 
industries, continuing efforts already underway in key sectors such 
as cement and sugar processing, and export industries. Labor intensive 
industries are to be encouraged, especially small and medium size enter- 
prises requiring smaller capital investments. The 1973 Investment Code 
may be revised, and administrative procedures for achieving investment 
approvals will, it is hoped, be centralized and streamlined. The GM 
plans to set up at least 25 industrial zones in the next three years 
in an effort to attract industry to regions outside the Casablanca- 
area. 


Future economic plans will play close attention to the social problems 
and structural defects in the Moroccan economy, With a population 
growing at about 3 percent annually, and over half the population 
under 19, employment generation is a major consideration in industrial 
planning. Many of the economic measures taken in the last few rs, 
in taxation and in budget allocations, have had as their explicit 
purpose the narrowing of the gap between social classes. Economic 
policies will encourage investment in less developed regions of the 
country. Agricultural productivity must be strengthened as the large 
amounts of grain and other staple commodities now imported are a 
serious drain on Morocco's balance of payments. The country's basic 
dependence on imports, export markets and external capital flows will 
demand careful financial and economic management by the Moroccan 
government. But the country's characteristically careful financial 
managers are well aware of these problems. As they did in 1978 when 
the economy began to seriously overheat, they are again likely to 
exercise and to forestall--to the extent the problem is within the 
government's power to control--the development of any really serious 
external imbalances or internal disruptions. 
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IMPLICATIONS FOR THE UNITED STATES 


Given the current austerity program, opportunities for United States 
exporters are probably strongest in the high priority areas such as 
mining and energy, where the Government of Morocco will continue to 
direct investment funds. U.S. suppliers of capital goods enjoy an 
excellent reputation, and are very competitive in capital goods such 
as mining, aircraft, and heavy agricultural equipment. Other prom- 
ising fields are irrigation equipment, telecommunications equipment, 
and food and fish processing equipment. For the next few years, 
opportunities in the consumer goods field will be limited. 


The Government of Morocco is actively seeking U.S. investors. In 
follow-up activities related to the April 1979 visit of former Secre- 
tary of Commerce Juanita Kreps, the GOM is now working with the Depart- 
ment. of Commerce and OPIC to develop briefs on specific projects that 
would be appropriate for U.S. investment. Opportunities appear espe- 
cially promising in agribusiness and light industry, with the GOM 
offering special encouragements to medium size industry outside the 
major cities. 


The Moroccan Investment Code offers inducements to firms prepared to 
accord local partners at least half ownership plus board chairmanship. 
In such priority sectors as mining, tourism and export industries, one 
hundred percent foreign ownership is authorized. To encourage the 
eventual decentralization of Moroccan industry, even more favorable 
investment terms are available to firms willing to locate their opera- 
tions in urban centers outside the dominant Casablanca-Rabat industrial 
area (e.g., Tangier, Tetouan, Fez, Meknes, Oujda). Moreover, for any 
new investments in excess of DH30 "million. (approximately $7.8 million), 
advantages in addition to those specified in the code can be negotiated 
with the Moroccan government. 
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